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CONFIDENTIAL 


CORRESPONDENCE RESPECTING THE SUEZ CANAL 


PART 1—JANUARY TO DECEMBER 1047 


(Continued from “Further Correspondence respecting Africa,” Part 20) 


F025 /46/16 No.1 
EGYPTIAN POLICY REGARDING THE SUEZ CANAL 


Sir R. Campbell to Mr, Bevin, 


(No, 24 Saving) 
(Telegraphic) 

According to press, Ministry for Foreign 
Affairs published following official com: 
muniqué on 20th February 


r 
» item froma press agency 
saying that the International Freight 
Co ing in London had 
expreasad ite apprehension as to the 
possibility of seeing Egypt nationalise 
the Suez Canal after thoevacuation of 
British troops from Egypt, and that 
the conference had decided to draw 
the attention of Governments possex 
ing fleets to the vital necessity of 
leaving the Canal open to all Powers. 
2 Questioned on the subject of 
this telegram his Excellency — the 
Prime Minister declared that the 
Egyptian Government will take no 


(Received 25th February) 


asure of such a kind us would 
hinder navigation in the Suez Canal 
either after the evacuation of Egy 
jan territory by British soldis 

after the expiration of the working of 
the Suez Canal Company. It will 
hold to keeping the Canal open for the 
shipping of all Powers in accordance 
with the provisions of the Interna 
tioval Convention of 1888 which ix 
atill in force, which guarantees free 
Jom of navigation in the Canal and of 
which Egypt has always respected the 
provisions. His Exoollency added that 
the maritime Powers may be satis 
fied henceforth ax to Egyptian policy 
on this subject and be convinced that 
nothing justifies the anxiety raised hy 
the International Freight Confer 
ence 





J 1161/46/16 No. 2 


SUEZ CANAL COMPANY: EXTRACT FROM A REPORT BY 
LORD HANKEY 


(Communicated by Lord Hankey (Treasury) to Mr. Soott-Fox (Egyptian Department); 
Received 13th March) 


XII.—The Future of the Company 

120. The exact status of an official 
director of the Suez Canal Company, nomi- 
nated by the Prime Minister, has never, so 
far as I am aware, been precisely defined, 
and it is wise, I think, that he should be 
left a good deal of discretion, 
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121. My own conception of his task iv 
that it is a double one. Asa member of the 
hoard it is his duty to work in collabora. 
tion with his colleagues of all nationalities 
to ensure, firstly, that the company fulfils 
its main task of keeping the Suez Canal 
open for the safest and most rapid possible 

a2 





passage by the ships of all nations; and, 
secondly, that the concern is run at a profit 
to the shareholders, As a representative 
of the British Government he has the 
special additional duty of securing British 
interests, which are as follows :— 


(i) Fair play to British shipping, as the 
principal user of the Canal, 

(i) The best possible financial results to 
the British nation as the largest 
shareholder, 

(iii) Full information for His Majesty's 
Government as to the present 
position and future prospects of the 
company in all aspects, including, of 
course, the security of the Canal in 
the present and the future. 

(iv) A fair share for British industry in 
the distribution of orders for 
material in the number of 
British pilots, 


122. To obtain these objects he must act 
as a liaison officer between His Majesty's 
Government and the president, board, 
comité de direction and administration of 
the company in’ matters ‘of policy and 
dotail, ‘This involves close contact with the 
British vice president and the commercial 
directors, the London office, the Paris head- 
quarters, the Government Departments 
concerned, #.¢,, normally the Foreign Office, 
‘Treasury, Board of Trade, Ministry of 
‘Transport, Admiralty, War Office and 
Offices of the Cabinet, and other Depart. 
ments ax required. He must also use good 
offices to forenee and smooth out questions 
of ‘ible friction, without interference 
with the established machinery in Paris, 
London and Egypt. 

123, It is in this spirit that the present 
reports and earlier reports on visits to the 
Canal in 1989 and 1945 have been con- 
ceived, 

124. Looking to the future the company 
is faced with many grave problems, the 
most immediate of which is Nd frane 
question, That ought to be settled 
forthcoming decision of the Mixed Court 
of Appeal in Alexandria—although in 
Egypt Thnality is always difficult to arrive 
decision the financial future 


at, Upon the 
of the company, as well as the dues paid by 
shipping, appears to depend. 

125. Perhaps the second problem in im- 
portance is the amount of shipping likely 
to use the Canal in the future At present 


the large tonnage is inflated by the high 
proportion of large naval craft and mil 
tary transports using the waterway, which 


brings great numbers of huge vessels that 
never used the Canal before the war and 
which, as the world settles down, will 
return to the trade routes for which they 
were built. To these must be added the 
tankers, which now provide a. high pro- 
portion of the traffic. Many of these will 
disappear when the projected trans- 
Arabian pipe-line is completed—say, from 
three to six years hence—for the cost af 
transmission of oi! by pipe-line is said to 
be only one-fifth that of tanker transport. 
Another factor is the growing competition 
of aircraft with passenger traffic. The 
effect of political changes in India, Burma 
and other parts of the Far East is another 
disquieting factor in this category. 

126, A third problem is the high cost of 
material in the post-war world, which 
greatly increases the cost of maintenance, 
especially ut a time when a heavy pro- 
gramme of replacement has had to be 
undertaken to make good the accumulated 
deterioration in every branch of the cou 

a activity. 

or ‘A fourth problem is the rise in the 
cost of living in France and Egypt, which 
has hugely increased the cost of the estab- 
lishments both of headquarters in Paria 
and in the whole of the Suez Canal Zone, 
This cannot be met by reductions in staff, 
because the work of post-war reconstruc: 
tion, combined with social legislation in 
both countries, and the pressure of succes: 
sive Governments for Egyptianisation, 
have necessitated considerable increases in 
staf to deal with these complicated 
matters. For example, the Egyptian Law 
of 1942, compelling the presentation in 
Arabic of all matters affecting the 
Egyptian Government, which is very 
widely interpreted, has involved a large 
increase in the Egyptian staff. 

128. There has been, so far, no increase 
in shipping dues to compensate for these 
huge increases in expenditure, and any 
such increase might well drive traffic to 
other routes and prove a ‘‘ boomerang.’” 

129. Perhaps the gravest problem of all 
esate’ from the ausitade of the Egyptian 
Government towards the Suez Canal Com- 
pany—and for that matter towards all 
foreign companies in Egypt—which results 
from the strong nationalist movement. 
Ever-increasing re is exerted to 
replace foreign personnel with Egyptian 

fohammedan) personnel in all grades, 
including the higher direction. The latest 
example is the company’s Bill, briefly 
mentioned in paragraph 119. 


130. That development is especially diffi- 
cult for the company, especially at a time 
when so many problems have to be tackled, 
and is especially distasteful to the French 
with their monopoly of the higher posts in 
the administration, but there is no question 
that it must be faced in a conciliatory 
spirit 

131. Considered objectively, the atti- 
tude of Egyptian Governments is not 
unreasonable. The population has in- 
creased from 11,287,359 in 1907 to 
15,591,800 in 1937 and 19,500,000 (esti- 

(:)) in 1945. The increase in the 
Itivated area due to the Assuan dam 
not nearly sufficient. to absorb the 
increase in population. Great numbers of 
workers, said still to number 250,000 in 
1945, were employed by the Allied armies 
and industries working for them, and 
especially when the British forces are 
evacuated many of these will swell the 
number of unemployed. The Government 
is trying to meet this difficulty by such 
measures as heightening the Assuan dam 
to increase the irrigated area (which some 
good authorities say will merely 
increase in the 70 per cent, incidence of 
Bitharzia) , the provision of a huge electri- 
cal power station at the dam, and expan: 
sion of local industry both in that region 
and elsewhere, for which capital is snid to 
be available. But the Government are 
determined to anticipate and supplement 
these developments by such provisions as 
the insistence on 90 per cent. of Egyptian 
workmen in all foreign enterprises, as pro- 
vided for in the new Commercial Bill. 
‘The difficulty for foreign firms in meeting 
this aspiration is to find suitable foremen. 
‘The Suez Canal Company. for example, 
whose workmen are Egyptianised to the 
extent of 69 per cent.. has great difficulty 
in producing enongh Egyptian foremen. 

132, Coming to employees, in 1937 the 
number of illiterates in Egypt was 84-3 per 
cent., and, although universal education 
has been adopted in principle, the per- 
centage is still high and a considerable pro- 
portion of those who have received primary 
education are Christians. Nevertheless, 
the new law provides for 75 per cent. 
Egyptianisation in this category for 
foreign concerns, which is already being 
enforced in new enterprises. The company 
has as yet only 30 per cent. of Egyptian 
Mohammedans in this employee class, but 
the Government's case does not appear so 
strong in this respect as in the case of the 
workmen 

() Egyptian 
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133, In the sphere of higher control the 
Egyptian Government's difficulty is 
explained by the growth of higher educa- 
tion, In the days of British control the 
aim for @ long time was to give higher 
education on a scale sufficient to meet the 
needs of Government. This modest aim 
has long been left behind. The universities 
founded by King Fouad in Cairo in 
1923-25, and later in Alexandria by King 
Farouk, were reported in 1942-43 to liave, 
between them, some 25,000 student: 
The consequence of this rapid increase i 
the number of graduates is a kind of 
“intellectual unemployment” as Govern- 
ment and business cannot absorb anything 
like all these people. This may well be an 
important contributory cause to the unrest 
in the Egyptian student world. 

134, Tn these circumstances it is under- 
standable that the Egyptian Government 
and people cast covetous eyes on foreign 
enterprises with their large numbers of 
foreign officials occupying nearly all the 
responsible posts, 

135. Among the examples of F 
sation since my first visit to the Suez 
Canal in 1939 are the abolition of the 
Caisse de la Dette (1040) and the trans. 
formation of the National Bank of Egypt 

viously predominantly British) into « 

ical Beak wilh a Egyptian president 
and board (1940), only a British governor 
being retained; in 142 compulsory uae of 
Arabi relations with the Government; 
submission of foreign schools to Govern: 
ment. inspection; restrictions on permis 
de séjour to foreigners; customs pro- 
tection of local industries; Egyptianisa- 
tion, in varying degree, of the Lo Bon Gas 
concerns in several cities; of tramway, 
sugar, water, and salt and soda companies; 
replacement by Egyptians of the French 
Director of Beaux Arts; and in 1946 of the 
efficient British heads of the police in Cairo 
and Alexandria and of the British admiral 
directing ports and lights, 

136. The Suez Canal Company, although 
it has made many concessions to Egyptian 
Government's demands, has, up to now, 
held the fort so far as the key posts are 
concerned, under protection of the Acts of 
Concession of 1859, the regulations of 1860, 
and various agreements. 

137. It seems inevitable that, before the 
end of the concession, the company will be 
forced inth further Egyptianisation of the 
higher ranks both in the Agent Supérienr’s 
Office in Cairo and in many of the offices 
in the Canal area. That will do no harm 


(¢, 18th September, 1045, 
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provided we can find the right men. 
Efforts are being made in this direction and 
I met many young Egyptians, usual 
British or French as well as E 
qualifications, in the departments 
administration—engineering, architecture, 
accountaney, building, the hospital, and 
even in so severely technical a department 
as ship measurement. 

138, ‘The greatest care, however. must be 
and is being exercised in the Transit 
Department, Egypt is not a seafaring 
nation and has not got the ‘* know-how ” 
in maritime matters. The pilots in par- 
ticular must be protected, as on them 
depends the safety of the shipping of the 
world that uses the canal. The company is 
in a good position in this respect, as the 

jationals from eleven nations 


Norwegian (4), Swedish (1), Greek 

4), American (1), Egyptian (1). The 
case for a rough approximation of pilot 
quotas to the principal users is a strong 
one, as safety 18 Increased when the pilot 
can issue his instructions in the language 
of the officers and the quartermasters, 
which is usually the case to-day. 

139, Apart from caution in the pilots 
and the Transit Department in which the 
Egyptians, until they become a maritime 
nation, would be wise to maintain a largely 
preponderant foreign element even after 
expiration of the concession, the company 
has the daty of training up Egyptians for 
the higher posts in most branches before 
the end of the concession, As already men 
tioned, this is not being neglected, and, as 
wo arw anid to get the pick of the Egyptians 
outside Government service, some good men 
ought to be brought to light in due course. 
Probably, however, some will have to be 
imported from the Government services, 
where there must be a number of competent 
men, some of whom I have met 

140, We had some informal discussions 
at Ismailia on the question of whether the 
Egyptian Government might not, one of 


these days, try to anticipate the end of the 
concession by drastic legislation. I do not 
think that is likely, as it would be a grave 
breach of faith, repugnant to the whole of 
the shipping world, and calculated to 
precipitate the question of the inter- 
nationalisation of all waterways. 

141. Internationalisation would _pre- 
sumably not suit the Egyptian Government, 
whose probable aim is to obtain eventual 
control and to exploit the Canal in their 
own interest, It might not suit the 
Americans either, as the precedent might 
be used to support a demand for inter- 
nationalisation of the Panam Canal, The 
subject, however, might easily be brought 
to the front any day by Russia as a by- 
product of the régime of the Straits. In 
an extreme form it would not be likely to 
make for greater efficiency, and. if the 
demand shonld become irresistible, it would 
be advisable to carry it out in stages by a 
further extension of the present set-up, 
which is already internationalised to a 
considerable extent in all grades (except the 
French higher direction), especially among 
workmen, employees and. pilots, and even 
in the board, which includes British, 
Dutch and Egyptian, as well ax the pre- 
ponderating French directors, Carried 
out gradually over a term of years, without 
any violent break with the past, the risk 
to elliciency would be lew than if some 
radical paper scheme were adopted. What 
must be avoided at all costs is to allow the 
Suez Canal to become embroiled in the 
conflict of national ambitions. or rival 
ideologies, 

142, Until, however, the United Nations 
fare more snited than at present it would 
be well to continue to rely on the present 
system which, although open to criticism 
from several points of view by theorists, 
does provide—what matters most—n 
highly efficient international waterway. 


HANKEY. 
Sth March, 1947. 
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FINANCIAL TRANSACTIONS OF THE SUEZ CANAL COMPANY 


Lord Hankey to Mr. Lascelles (Egyptian Department). (Received 28th May) 


Treasury Chambers, 
Dear Lascelles, lst May, 1947 
Gold Francs 

The welcome news that the Suez Canal 
Company had won its case at the Mixed 
Court of Appeal at Alexandria was not 
altogether unexpected so far as T was con- 
cerned, althor ter our many rebulls, 
it seemed to be tempting Providence to 
forecast that, following the tradition of 
the British army, we were going to win our 
Tast tattle theless, the composition 
of the court with its British president, one 
‘American, one French and only two 
Egyptian’ judges; the impressions I had 
formed, during my recent visit to Egypt 
of the American president of the whole 
Court of Appeal (who had barely concealed 
his realisation that the Suez Canal Com- 
pany had not always had a very fair deal 
in the past), as well as of the British pre- 
siding judge in our case, and of the 
Procureur Général (Ministre Public), 
whose extremely telling intervention a 
week or two ago crossed the t's and dotted 
the i's of our counsel's powerful caso—all 
these considerations had led me to enter- 
tain strong hopes. 


‘The Background of the Litigation : 

2 To explain the importance of this 
question to the Suez Canal Company it is 
unnecessary to recapitulate ‘whole 
story, which goos back to 1914. It is sufli- 
cient to recall that in 1935, in consequence 
‘of a decree (2nd May) by the Egyptian 
Government annulling the effect of the 
gold clause in Egypt, the Suez Canal Com- 
pany ceased to pay its obligations in gold, 
tnd started to » pay them in paper; but, as 
the validity and scope of this device were 
contested, they accompanied all their pay- 
ments by a “script "(') to enable bond- 
holders to collect the difference between the 
value actually paid and the value in gold 
in the event of a later decision that pay- 
ments should be paid on that basis. They 
‘also decided, prudently as. will be seen 
below, to set aside each year a sum which 
would suffice to enable them to pay the 


(1) Norm —Later the " seript™ 


difference between the paper rate and the 
world gold rate. 

3. On 26th February, 1940, the Mixed 
Court of Appeal at Alexandria confirmed 
a decision by the Cairo Court of First 
Instance condemning the company to pay 
its debeutare and capital changes on a gold 
basis. 

4. The company was now faced with 
paying its charges on the basis of the gold 
frane, but could not do so because the court 
in its judgment had not defined the trac 
value of gold in Egypt. Later on the 
Alexandria Court declared itself incom- 
potent to decide the question, which really 

y within the competence of the Egyptian 

overnment, 

5. In these early years of the war the 
company was earning nothing 
position was very difficult, and on the 
6th January, 194i, the Egyptian 
ment issued the famous Proclamation 
No. 118, authorising the company to pay, 
from 15th July, 1985, onwards watil other- 
wise decided, nt 3°8675 pinstres to the gold. 
franc, the coupons drawn or falling due on 
its bonds, statutory interest and on 
amortised shares or bonds, ‘This rate was 
known as the Cours Forcé. Proclamation 
No, 118, however, wax decided by the Cairo 
Court in 1944 to have “un caractdre 
dilatoire,” 60 that the company still 
remained a debtor for the difference 
between the charges in gold, if and when 
that should be determined, and the sums 
paid under the Cours Foreé, 

6. On Sist January, 1946, the war bein, 
over, Proclamation No. 118 expired an 
the company was faced with very heavy 
back payments in gold as soon as the rate 
was decided. I shall pass over the attempt 
made by His Majesty's Government. in 
co-operation with the company in 1945 and 
especially 1948 to induce the Egypt 
Government to abrogate the gold clause of 
the company and to return to the decree 
of 1995 abolishing the gold clause in 
Egypt; in other wards, to rectify the defect 
in the decree discovered by the judgment 
of the Court of Appeal, which had resulted 
fn the Suez Ganal Company being the only 

was compelled by 


concern in Egypt whi 
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law to pay in gold. These hectic and com- 
plicated negotiations, and the story of the 
famous Projet de Loi, which so nearly 
came to fruition, and their failure owing, 
largely, to the rapacious demands of the 
Egyptian Government for counter-conces- 
sions by the company, and related matters 
are described in detail in my printed 
despatch of 8th March, 1946, and subse- 
quent letters in the gold franc series. 
They now belong to past history—though 
‘we nay still get repercussions from them 
in the future. 

7. During the negotiations for the 
Projet de Loi some of the Egyptian bond 
holders demanded that payment of 
debentures, &c,, including, of course, all 
arrears, should be made, not in paper and 
not on the London rate of gold as then jpro- 
posed by the company, bat on an obscure 
commercial rate known as the Cairo rate, 
not officially recognised aud used for 
relatively insignificant transactions 
within the borders of Egypt, which wax 
subject to much local speculation and, 
consequently, to wide fluctuation, The 
company declined the proposal and was 
haled before the Mixed Court of First 
Instance in Cairo, which, in a somewhat 
obscure and incomprehensible judgment, 
decided in favour of the bondholders, 
‘This judgment, if maintained, would have 
landed the company with payments for the 
past on a disastrous scale. Tt ix hardly 
too much (© sty that ruination stared ax 
in the face, That ix why the suceess of the 
recent appeal ix sich an immeasurable 
rolief to the board and the shareholders. 


‘The Effect of the Judgment 

8. ‘The decision of the Alexandria Court 
enables the company to face the future 
with confidence, at any rate so far as this 
issue is concerned. It is only now that it is 
possible to realine the prudence of the 
decision of 1985 (seo paragraph 2 above) to 
build up a reserve, year by year, to meet the 
balance between the paper payments and 
gold payments. 

9. Although the full judgment will not 
be available for some weeks, the Agent 
Supérieur has communicated the text of 
the pertinent paragraph (81), which is as 
follows :— 

“Dit pour droit que Je franc a0 aux 
obligataires tant pour Jes coupons éebus 
que pour les obligations amorties ou 
déclarées remboursables doit étre calculé 
sur Ta base dut cours de Vor en dollars des 
Ftats-Unix au jour de I'éohéance de ces 


coupons et obligations pour étre ensuite 
converti en monnaie légale égyptienne 
au change de cette mounaie tel que fixé 
pour chaque éhéance par le side social 
de la National Bank of Egypt 


10, Although the American dollar rate 
adopted by the Alexandria Court appreci- 
ably exceeds the London rate, the amount 
of money in the reserve fund is actually 
considerably larger than the total sum 
required pay the difference between the 
paper rate and the new gold rate on the 
drawn coupons and amounts falling due on 
the company’s bonds, the statutory 
interest on the shares, and the amortised 
bonds and shares, This surplus is due to 
the fact that recently some provision has 
been added against the possibility of 
the company being compelled, by an 
adverse judgment, to pay oa the Cairo 
commercial rate. ‘The said surplus will be 
added to the amount ayailable for the 
coming dividend. 

11. Reuter's full message, which I have 
not yet seen in the press, is attached, It 
willbe noticed that the persons who sued 
the company have to pay &F.300 coats 

12, The news of the court's decision 
arrived too Iate to enable the Director- 
General to work ont in detail before the 
meeting its effect on the forthcoming 
accounts. He gave a very rough and 
approximate estimate, however, and it is 
cortain that au appreciable sam will be 
available for arrears of statutory interest 
and a dividend to cover the last two years 
and the current year. It is not customary 
in these letters to mention the amounts 
available or the percentage fixed for the 
dividend before it is announced in the 
annual report, Mr. Fraser, however, will 
communicate confidentially with the 
Treasury in case they have any instrnctions 
to give to him and myself at the coming 
meetings when this subject is discussed 

13. Critics will probably say that we 
should be better off financially if we had 
succeeded in obtaining either the Projet de 
Loi from the Egyptian Government, or a 
decision from the court placing us in the 
same position as other foreign companies 
in Egypt and paying our obligations on a 
Paper rate instead of a gold rate 

14. That is true from a purely financial 
aspect, but the leading officials of the 
company and some of our French colleagues 
point out that the fact that the dec 
was taken by the court relieves 
pany from the voracious demands of the 
Egyptian. Government for counterparts, 


and supports the traditional claim of the 
‘company to a privileged position in Egypt 
as an international and not a purely 
Egyptian company. In their view also 

should strengthen our position in resisting 
some of the exactions contemplated in the 
Egyptian Companies Bill and in respect 
of our personnel. The Egyptian Govern 


ment, they claim, cannot sustain the thesis 
that for purposes of exactions we are 
a purely Egyptian company, when for 
purposes of payments we have an inter- 
national status, On this point, knowing 
the 


yptian Government, 1 yenture no 
Our French friends also yo 
out that the judgment is favourable to 
everyone—the debenture holders, who get 
‘a tidy sum from the difference between gold 
and paper and should become less 
cantankerous: the aharebolders, who at last 
seo a prospect of dividends; and last but 
not least His Majesty's Government, as the 
largest shareholder. 
15. I am sending copies of this letter 
Lord Cromer, Mr. Ronald Fraser, Mr 
ig and Sir Harrison Hughes. 
Yours sincerely, 
HANKEY. 


Enclosure in No. 3 
Reuter's Telegram 


th May—Surprise decision 
been given by Mixed Court of Appeal of 
Egypt in Alexandria to-day in long-drawn- 


i 


out dispute over Suez Canal Company 
debentures. Judgment given by Presi- 
dent Blakereed while stock exchange 
closed means that company have won the 
ease against debenture holders, 

Blakereed’s judgment upholds opinion 
recently expressed by Procureur Général, 
Sir Hugh Holmes, K.C., that with retro- 
spective effect to 2nd May, 1935 (when 
company ceased paying dividend on gold 
basis), payment of debentures should be 
made in basis of Egyptian gold francs 
value being calculated in New York price 
of gold. 3 

Blakereed in judgment said: “Court 
cancels judgment given by Cairo Mixed 
Tribunals on 20th May, 1945 (to eflect that 
value of gold francs should be determined 
according price obtaining in Cairo gold 
bazaar), and declares that france due to 
debenture holders must be calculated in 
basis of rate of gold in United States 
dollars on various dates due both for 
debentures and coupons convertible in 
Jocal Egyptian currency at exchange fixed 
by National Bank of Egypt. Debenture 
holders have no right to conventional inter: 

from dates of 

maturity but legal interest due from 31st 
January, 1946, to those who sued company 
before that date and thoae who sued at sub- 
sequent date interest due from date that 
sued company. Court orders those who 
sued company to pay legal expenses 
including lawyers’ foes fixed at £E.200,""— 
Rewrer, 





